A sustained sizeable deficit budget is problematic for Sri Lanka. Since 1980 to 2014, the Sri Lankan government budget deficit averaged 8.75% of GDP, and recorded the highest ratio of 19.2% of GDP in 1980 (Central Bank Annual reports, 1980-2014. This study examines the association with budget deficit and selected macroeconomic variables in Sri Lanka, using annual time series data for post-liberalization period; 1980-2014. The selected explanatory macroeconomic variables are inflation, interest rate, exchange rate, debt, and real GDP growth rate. Specifically, the study seeks to ascertain the relation-ship between selected macroeconomic variables and the budget deficit with a view to making appropriate recommendations to curb its negative effect to economy.
INTRODUCTION
Year to year striving for a balanced budget is a thorny for nationally. Generally countries need to reduce budget deficit in long run, and strive for such a trend. Striving for a diminishing budget deficit despite unfavourable welfare trends and the associated contrary: budget deficit are contentious particularly in the political arena .The government budget balance is used to assess the fiscal health of a country. It is further differentiated by closely related terms such as primary balance and structural balance (also known as cyclicallyadjusted balance) of the general government. The primary budget balance equals the government budget balance before interest payments. The structural budget balances attempts to adjust for the impacts of the real GDP changes in the national economy. Such factors than are crucial in determining for sinking budget deficit.
Economic thoughts which relate to Keynesian argues, when a country not in recession reducing the size of the budget deficit would reduce the government borrowings, decrease interest rates, increase private investments, more exports, ebb trade deficits. Consequently, shrink budget deficit leads private sector to reduce its tax liabilities, providing further boost in private investment and consumption. This circumstance help the economy grow faster over a longer period of time. It also argues that macroeconomic stability is a crucial component in harnessing long run growth, with reducing deficit as shown above being a major determinant of fiscal stability.
Empirically however, budget deficits are more common than trend to a balanced budget internationally and locally, and this makes it is important to study the central issues identified above: identifying the factors that could contribute and detrimental to deficit budget, and determine the potential of countries to achieve macroeconomic stability in long-standing.
Sri Lankan Government Budget Deficit Records
Sri Lanka reported a government budget deficit equal to 6% of the country's gross domestic product (GDP) in 2014. Historically, from 1980 until 2014 the Sri Lankan government budget deficit averaged 8.75% of GDP, reaching an all time low of 5.90% of GDP in 2013 and a record high of 19.20% of GDP in 1980 (Central Bank annual reports, 1980 -2014 . th International Conference on Business Management 2016
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In August 2014, Standard & Poor's Ratings Services has confirmed its 'B+' long-term and 'B' short-term sovereign credit ratings on Sri Lanka and the outlook remain stable. Moody's rating for Sri Lanka, sovereign debt is B1. Fitch's credit rating for Sri Lanka is BB-. The ratings on Sri Lanka reflects the country's relatively low levels of wealth, improving but still moderately weak external liquidity, and a sizable government debt and interest burden.
Rationale
Macroeconomic stability of a country is highly dependent on government budget strategies.
But reducing budget deficit is a complex process being dependent on a large number of economic interactions, including external factors. Dissecting the budgetary process to identify the factors that are contributory or detrimental to budget deficit, in line with economic theories and international empirical observations is of crucial importance.
To maintain macroeconomic stability in a country, economic policy makers need to consider current economic issues, historical trends as well as potential threats and benefits in future.
The budgetary process is a multi-dimensional process with many economic variables affecting the outcome. For example, one issue of relevance linked to growth strategy is whether the rapid development of one or two sectors would be sufficient to ensure budgetary balance. Such issues make the selected problem given below of importance to policy makers.
The major issues for the policy makers need to adhere in the context of reducing budget deficit are listed here. They are as follows. How to stimulate investment? How to bring about an increase in the level of savings to fund increased investment needs? How to attract foreign flows and maintain bilateral investment? How to manage international trade and the issues related to international trade? How to maintain optimal level of interest rates? How to maintain optimal level of exchange rates? How to control inflation to maintain price stability?
How to minimize the debts? How to achieved sustained high economic growth? And finally in Sri Lanka, how to improve the quality of life of the poor?
Research Question th International Conference on Business Management 2016
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The research question is how the government budget deficit influences to create macroeconomic instability (selected macroeconomic variables; inflation, interest rate, exchange rate, real GDP growth rate, and Debts) in Sri Lanka? 
Objectives
Conceptualization
The following flow chart is to identify the relationship between selected variables and the budget deficit. These multi-faceted variables may work jointly or separately in determining the final outcome of the budget deficit. Likewise, larger and constant budget deficit could have repercussions on macroeconomic variables, and hence the stable economic environment.
Relation-ship between Budget deficit and selected variables th International Conference on Business Management 2016
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Figure-1: Relation-ship between Budget deficit and selected variables
Limitations
The study will involve a very complex array of relationships and as the study progresses it will probably be necessary to narrow down the focus to work with only a limited number of macroeconomic determinants to budget deficit. The literatures implied that Inflation, Interest Rate, Exchange Rate, Real GDP growth rate and debts have closer cause to budget deficit, when compare to other macro economic variables. The paper will not discuss explanatory variables interrelation-ship also. Further, initially researcher decided to consider variables annual data to identify such behaviors to economic environment.
METHODOLOGY
Data collection
The secondary data used in the time series analysis study will be obtained from Central Bank annual reports for the period 1980-2014. The economic inter-relationship studied will be grounded in theories, extracted from journals and text-books.
Sample
This study of Sri Lanka with 210 samples, focusing especially on the budget deficit and related macroeconomic factors such as inflation, interest rate, exchange rate, real GDP growth rate and debt will concentrate on the period post-liberalization: 1980-2014.
Model Specification
The proposed multiple regressions model is to learn more about the relationship between several independent variables; inflation (Inf ), interest rate (r ), exchange rate (ER), Real GDP growth rate ( The Granger Causality test will be carried out under VAR (Vector Auto Regression) environment to determine whether the variables impacts are uni or bi-direction. To determine the direction of causation between both series, the paper specifies regression models which may be written more compactly as follow; The nature of causal relationship was used in the specification of budget deficit and inflation models as well as its components. If both series cause each other, then each of them becomes the variable to be explained while the other, with control variables, become explanatory variables. Likewise, could be able to express the above models for the other variables also, such as interest rate, exchange rate, real GDP growth rate and debts to identify the causality.
The results of causality test carried out to determine whether the variables impacts are uni or bi-directional. Data for estimating equations (2) to (7) were collected mainly from statistical bulletin of the Central Bank of Sri Lanka from 1980 to 2014. To identify the long run relationships between variables, the Bound Test was adopted. If budget deficit shares a long-run relationship with other macroeconomic variables that we are studying, the next step is to examine causality, since if two or more variables are co-integrated; there is causality in no less than one direction (Engel and Granger, 1987) . We tried to determine whether the budget deficit Granger cause Inflation (utilized the same scenario for other selected macroeconomic variables also) or vice-versa, using Granger causality test under VAR (Vector Auto Regression) environment.
LITERATURE REVIEW Introduction
In Sri Lanka, since independence in 1948, almost every year except in 1954 and 1955 budget deficits were experienced. In 1948, the deficit was only 1.7 per cent of GDP. By 1980, it went up to a massive 23.1 per cent of GDP. In the last decade, since 2003, the deficit has averaged around 7.0 per cent of GDP (Central Bank annual reports, 1980 -2014 .
Continuous budget deficits for the last so many decades have created a "debt trap" for Sri
Lanka. As the statistics show, the expenditure over revenue during the last ten years was a massive Rs. 4,418,815 millions! It is not a secret that such deficits were mainly financed from borrowings within, and outside Sri Lanka. The outstanding Government debt as at 31.12.2012 was a surprising Rs. 6,000,112 million compared to only Rs. 2,585,648 million as at 31.12.2006 (Central Bank annual report, 2014 .
Government deficit spending is at the heart of debate in Economics, with famous economists holding differing views. Keynesian Economics position is that deficit spending is popular and necessary as part of countercyclical fiscal policy, but that there should not be a structural deficit (i.e., permanent deficit). The government should run deficits during recessions to compensate for the shortfall in aggregate demand, but should run surpluses in boom times so that there is no net deficit over an economic cycle (i.e. only run cyclical deficits and not structural deficits). This concept originated in Keynesian economics, and gained acceptance during the periods between the Great Depression in the 1930s and post-WWII in the 1950s.
According to most economists, during recessions, the government can stimulate the economy by intentionally running a deficit.
This section discloses the theoretical framework relating to budget deficit and selected macroeconomic variables. Some economists of the Keynesian, Neoclassical and Ricardian schools of thought had different views that resulted in their giving positive or negative support to the association between macroeconomic variables and budget deficit.
Theoretical Background
The Neo-Classical View of Budget deficit: The neoclassical school suggests a negative relationship between macroeconomic variables and budget deficits. They argue that government budget deficits lead to higher interest rates, discourage the issue of private bonds, private spending, and private investments, increase the inflation level, and cause similar increases in the current account deficits and finally result in slower growth in the economy as a result of crowding out resources. When the government sector expands, the private sector will contract due to the increase in prices of resources due to an excess demand by the government, hence this leads to a fall in investment and consumption by the private sector. Thus the government sector's expansion crowds out the private sector.
Further, resource crowding out is an important issue in developing countries where resources are scarce even sometimes to the private sector, so any excess demand for resources by the government will severely impose on private sector productivity.
The standard neoclassical model has three fundamental features. First, both borrowing and lending occur at the market rate of interest. Second, individuals have limited life spans.
Each consumer belongs to a specific group or generation, and the lifespan of successive generations overlap. Finally, market clearing is generally assumed in all periods (Barro, 1989 ). Hubbard and Judd (1986) introduce an exogenous constraint on borrowings, which would be binding for some fraction of the population. This would not alter the conclusion that a permanent increase in the ratio of debt to national income depresses capital accumulation.
In Diamond's model, unconstrained consumers would not be willing to hold the original volume of capital and bonds, plus the new bonds, at the original rate of interest. As one increases the fraction of consumers who are liquidity constrained, the interest sensitivity of saving falls, and larger increases in interest rates are required to equilibrate capital markets.
Accordingly, the introduction of liquidity constrained consumers might well strengthen the conclusion that permanent deficits depress capital accumulation.
Models using in liquidity constraints result from problems of adverse selection, Hayashi (1985) and Yotsuzuka (1986) During a recession period, Keynes argued that, rather than maintaining a balanced budget, the government should increase its' spending, reduce taxes, and run the budget towards a deficit.
Keynes says, higher levels of government spending would directly increase total demand and imposing lower tax rates would increase the real incomes of households who will tend spend most of that additional income, which would leads stimulate total demand. Therefore, the Keynesian recommendation to overcome a recession was a larger budget deficit.
Keynes opposed the balancing of the government's budget and argued that appropriate budgetary policy was dependent on economic conditions. According to his view, governments should run a deficit budget during recession and surpluses during periods when inflation was a problem because of excessive demand or a boom period.
There are two main reasons why Keynesian expansionary fiscal policy is not popular or very effective. First, is the interest rate effect. When deficits are financed by borrowings, government's need to borrow more in loanable funds market, and this will lead to an increase in the interest rates. The higher interest rates will "crowd out" private investment and consumption and this reduction in private spending will largely, if not entirely, offset the stimulus effects of the increase in government spending. Second, the wider deficit budget will result in a larger government debt and higher taxes to cover the interest costs. Other nonKeynesian economists believe that the expectation of the higher future taxes will reduce private spending and thereby offset the stimulus effects of deficit spending. However, modern the same idea, particularly using the theory of rational expectations. Ricardian Equivalence suggests that government attempts to influence demand using fiscal policy will prove unsuccessful. He argues that an increase in budget deficits, due to an increase in government spending, must be paid for either now or later, with total present value of receipts fixed by the total present value of spending. The central Ricardian observation is that deficits merely postpone taxes.
The significance of the Ricardian observation depends upon the length of consumer's planning horizons. If fiscal policy postpones tax collections until after current taxpayers have died, then it may well alter real economic decisions. Barro's (1974) 
Determinants of Inflation:
In Sri Lanka empirical evidence suggests the existence of a long run dynamic relationship between inflation and its determinants. In the long run changes in the broad money supply, exchange rate depreciation, budged deficit and interest rate have significant positive impacts on inflation. The research findings also reflect that an increase in the budget deficit could also contribute to long run inflation.
During the last decade, the trend of inflation recorded in Sri Lanka has been highly unstable. Ratnasiri (2006) investigated money supply growth and rice price increases as the main determinants of inflation in Sri Lanka in the long run. In contrast, it is apparent that exchange rate depreciation and output gap have no significant effect on inflation. In the short run, rice price was the main and totally endogenous variable. However, money growth and exchange rate were not so important variables as they were weakly exogenous in the adjustment process. In both the long run and the short run, output gap does not have a statistically significant effect on inflation.
Determinants of Interest Rate:
Interest rate objectives are an important tool of monetary policy, as it is considered most when dealing with variables such as inflation, investment, and unemployment. The Central Bank of a country generally tends to reduce the interest rate when a country's economy needs to increase investment and consumption. But, introducing a low interest rate as a macro-economic policy can be risky, and may lead to the creation of an economic bubble, in which large amounts of investments flow into the real-estate market and stock market.
In Classical theory, when savings are equal to investment (S=I), the equilibrium rate of interest is determined. The theory assumes a positive relationship between interest rate and savings and a reciprocal (negative) relationship between the interest rate and investment. Interest rate is one of the major policy instruments in Classical theory.
According to Keynesian theory, the interest rate is not a determinant of the equilibrium level of savings and investment. T he interest rate is purely a monetary phenomenon in Keynesian's theory. The theory says , low interest rates are advocated to raise income.
A large number of developing countries followed these policies until the findings of The interest rate at OMO is a short-term policy instrument, which is used to achieve monetary policy targets, although the behaviour of interest rate has long-term repercussions on macroeconomic variables such as inflation, economic growth, savings, and investment.
Determinants of Exchange Rate:
In general, when inflation is relatively lower than in other countries, then exports will become more competitive and foreign goods will be less competitive. So citizens will buy less imported goods. So countries with lower inflation rates tend to see an appreciation in the value of their currency.
Similarly, when Sri Lankan bank interest rates rise relative to elsewhere, it will become more attractive to deposit money and so get a better rate of return on savings in Sri Lankan banks.
Then more foreign currency will flow in and this is known as "hot money flows". Higher interest rates cause an appreciation of exchange rate.
A current account deficit means that the value of imports is greater than the value of exports.
If this deficit cannot be financed by a surplus in the capital account, this will lead to a depreciation in the currency. Under some circumstances, the value of government debt can influence the exchange rate. When investors fear a government may default on its debt, then they will tend to sell their bonds causing a fall in the value of the exchange rate.
Samarasiri (2008) in "How do Central Banks manage the interest rate", investigates that, the inflation differential, economic growth differential, differential in money supply growth and interest rate differential between the trade-partner countries are some of the factors that could influence the exchange rate. Basu, and Jhadav (1994) , the budget constraint was used to study the dynamic inter-linkages between government deficits and alternative modes of financing these deficits. In particular,
Determinants of Government
given the set of revenue and expenditure parameters, relevant to the late eighties, it was shown that the bond-financing scenario led to an explosive growth in the debt-GDP ratio, and the monetary-financing scenario led to an unacceptably high inflation rate within a short span of time.
Review of former research articles
Budget deficit and Inflation: Printing money is argued to be a popular way to finance deficits. So long as the demand for base money is growing as in a growing economy, the governments can print money without raising inflation. Increasing base money at a higher rate however can spur inflation. Secondly, the governments can raise money either through taxes or by issuing bonds. Since bonds are loans, they must eventually be repaid-presumably by raising taxes in the future (Ricardian equivalence presumption). Further imposing higher taxes could lead to price increases given the dependence in developing countries, resulting in rising inflation.
Today, monetary policy is applied in making decisions about the appropriate amount of money or the appropriate rate of money growth to influence economic activities (e.g production, employment, …) (Moraseli, 2005, p189-193 Based on a dynamic systematic analysis, the relation between budget deficit, money supply, and inflation can be analyzed as follows: increase in government budget deficit leads to more debt in the public sector, and further increase in monetary base balance, and finally more money supply. Now, considering the positive relationship between general inflation and liquidity, the money supply increase will result in more general inflation.
On the other hand, price growth also decreases actual value of state expenditure in the next run, and forces the state to compensate such a decrease by increasing the figurative expenditure increase (budget deficit) and inflation (Piontkivsky, 2001) . Inflation is a situation where general level of prices is continuously growing. An important point in inflation is time and continuation of rise general price level (Tafazoli, 1997, p.431 Keynes believes inflation takes place when consumables demand is more than their supply.
This exceeding demand makes an inflation gap so that the price goes up to the level of filling the gap. The distinctive point between classic economists (advocates of money value theory) and Keynzians changes have no effect on real economic variables; production is placed in full employment level. So, production is determined according to Evans (1986) has found "no evidence of the presence of any relationship between budget deficit and the value of domestic currency and suggests that budget deficits are a sign of weakness in the economy (and quite possibly a signal of future inflation)". Another paper by Evans (1987) proposes that "high budget deficits resulting in high interest rates and capital inflows do not necessarily lead to a strong currency. If the budget deficit affects aggregate demand, it might result in higher price levels and in turn lead to domestic currency losing its value".
There have been other studies on the impact of budget deficits on other macroeconomic variables such as inflation and money supply. McMillin (1986) finds evidence that "budget deficits cause inflation". Karras (1994) studies refute this finding and suggest that "budget deficits do not contribute significantly to higher inflation". Sargent and Wallace (1981) stated that "depending on the degree of independence the Central bank enjoys, it may resort to monetize the deficit in the current period or in future periods".
In terms of the relationship between budget deficits and money supply, Allen and Smith Shojai (1999) puts it that deficit spending that is financed by the central bank can also lead to inefficiencies in financial markets and cause high inflation in the developing countries. In addition budget deficits distort real exchange rates and the interest rate, which in turn undermines the international competitiveness of the economy.
In the case of Nigeria, Onwioduokit (n. d) studied the causal relationship between inflation and fiscal deficits in Nigeria using annual data from 1970 to 1994. He employed Granger
Causality Test. The variables in his model were ratio of fiscal deficit to gross domestic product, level of fiscal deficit and inflation rate. He found evidence that fiscal deficit caused inflation without a feedback effect but however feedback existed between inflation and the ratio of fiscal deficit to gross domestic product. Karras (1994) studied the relationship between budget deficits and macroeconomic variables in a Cross-sectional study involving 32 countries for the period 1950-1980, using OLS and GLS. He found out that Deficits do not lead to inflation, they are negatively correlated with the rate of growth of real output and increased deficits appear to retard investment. Al-Khedir (1996) studied the relationship between budget deficits and macroeconomic performance of the G-7 countries for the period 1964-1993 using VAR. He found out that budget deficits led to higher short-term interest rates in the seven countries. However, the deficits did not manifest any impact on the longterm interest rates. The trade balance was worsened by the budget deficit and economic growth improved in all seven countries studied. Obi and Nuruden (2008) and Chimobi and Igwe (2010) studied the relationship between budget deficit and macroeconomic variables such as inflation and money supply in Nigeria, using causality and co-integration test and the result revealed a positive relationship between budget deficit and macroeconomic variables.
Guess and Koford (1984) used the Granger Causality test to find the causal relationship between budget deficits and inflation, GNP and private investment using annual data for seventeen OECD countries for the period 1949 to 1981. They concluded that budget deficits do not cause changes in these variables. Haan and Zelhorst (1990) analyzed the relationship between budget deficit and money growth in the developing countries. The overall conclusion of their study did not provide much support for the hypothesis that government budget deficit influences monetary expansion and therefore create inflation.
Goharian and Nazari's survey (2002) There have been other studies on the impact of budget deficits on other macroeconomic variables such as inflation and money supply. McMillin (1986) find evidence that budget deficits cause inflation. Other studies refute this finding and suggest that budget deficits do not contribute significantly to higher inflation (Karras,1994) . It has also been stated that depending on the degree of independence the Central bank enjoys, it may resort to monetize the deficit in the current period or in future periods (Sargent and Wallace,1981).
Turnovsky and Wohar (1987) have argued that the empirical results depend on the exchange rate regime under which the economies operate.
In terms of the relationship between budget deficits and money supply, some studies have found evidence in favor of the debt-monetisation hypothesis (Allen and Smith, 1983), while others have reached the opposite results (Niskanen, 1978) . Inflationary conditions could be made worse through printing more money; crowding out effect, which tends to and excessive issue of government bonds, since they constitute a substantial part of money supply. Therefore, higher budget deficits could aggravate the inflationary conditions in the economy, contributing to the presence of a depreciated domestic currency.
Budget deficit and Interest rate:
Economic theory in particular argues that budget deficits invoke interest rate increases, due to government's penchant to finance deficits through domestic bonds. Particularly in developing countries where funding sources are limited, governments that wish to raise funding through domestic bonds may manipulate interest rates. This causes crowding out of private investment that clearly can have adverse impacts on economic growth, particularly depending on the final use of the borrowed funds.
Persistent budget deficits and permanent growth of public debt also causes a decrease in public confidence about the economy that could induce decreases in the demand for governmental bonds and result in the need to increase interest rates, in turn adversely impacting private investment. With increasing interest rates, the government must also pay higher interest on the issued government debt. Consequently higher debt service increases state budget expenditure that will further worsen budgetary balance.
Aisen and Hauner (2008) explored how the budget deficit negatively affects the interest rate.
The results were taken from the study of the period 1985-1994 for different countries.
However, the effect is positive after the year 1995. They further argued that there is a positive effect of budget deficit on interest rate though the effect varies from state to state.
This impact is because of the high prices of the bonds. The study was conducted considering the period from 1973 to 1996 to explore the relationship between the budget deficit and the real interest rate, using an error correction model (Cebula, 2003) .
There have been conflicting and inconsistent empirical findings about the relationship between budget deficits and interest rates. Evans (1985 Evans ( , 1987 and Barro (1987) found "no causal relationship between budget deficits and the interest rates in the US". On the other hand Hoelscher (1986) and Cebula and Koch (1989) found that "federal budget deficits have contributed to higher levels of interest rate yields". Knoester and Mak (1994) showed that "only in Germany (among eight OECD economies) does the government budget deficit contribute significantly to the explanation of higher interest rates".
The Congressional Budget Office (1987) has recently summarized the methods and results of some two dozen studies that analyze the relationships between budget deficits and interest rates. The evidence is extremely mixed, and it is easy to cite a large number of studies that s u p p o r t any conceivable position.
Most of the existing studies estimate unrestricted reduced form relationships between interest rates and budget deficits. Others impose very restrictive models of interest rate determination (Plosser, 1986 ). The latter class of studies typically finds no relationship between deficits and interest rates, or a perverse one. It is therefore important to bear in mind that these studies test the alternative paradigms jointly with some very strong maintained hypotheses, and that the results may say very little about the effects of deficits.
For example, while Plosser finds that deficits depress interest rates, he also finds that these rates are essentially independent of government spending and monetary policy.
It is also important to emphasize that when estimating consumption functions, one has both a pure Ricardian and pure Keynesian benchmark. But in the case of interest rate equations, we have only a Ricardian benchmark: deficits do not alter interest rates. Since the empirical model is intended to represent a reduced form rather than a behavioral relationship, one can't, in the absence of extensive information about various elasticities, construct a natural Keynesian benchmark. Thus, studies which do not reject the Ricardian implication may also fail to reject any other hypothesis of interest.
Studies on budget deficits in literature have largely focused on the interaction of deficits with interest rates. We briefly look at some of these studies before proceeding to studies dealing with relationships with other macroeconomic variables.
There have been conflicting and inconsistent empirical findings about the relationship between budget deficits and interest rates. Evans (1985 Evans ( , 1987 and Barro (1987) found no causal relationship between budget deficits and interest rates in the US. On the other hand, Hoelscher (1986) and Cebula and Koch (1989) , found that federal budget deficits have contributed to higher levels of interest rate. Knoester and Mak (1994) showed that only in Germany (among eight OECD economies) does the government budget deficit contribute significantly to the explanation of higher interest rates.
Evans (1985) suggests that federal deficits affect consumption and interest rates whereas Bernheim (1989) finds evidence to the contrary. Regardless of various studies, the reality is that the presence of large budget deficits in both developed and developing countries has adversely affected economic growth.
Budget deficit and the Exchange rate:
Increasing the balance of payments deficit is also another way of deficit financing, through foreign borrowing or depleting assets. Running down foreign exchange reserves or other assets (privatization of public enterprise assets or depletion of oil reserves for example) influence the budget. Reducing reserves and decreasing the trade account deficit may cause the local currency to depreciate.
It has been largely held that the short run impact of budget deficits on exchange rate have led to uncertainty in the nature of the relationship between the two variables. Krugman (1995) and Sachs (1985) argued that lower budget deficit lowers the value of the dollar. Many economists hold this opinion, mostly in the case of the US (Mundell, 1963; Fleming, 1962; Dornbusch, 1976) . Other economists including Evans (1986) argue that a lower deficit might actually appreciate the dollar in the short run.
In an important paper, Feldstein (1986) points out that appreciation of the dollar in the 1980s coincided with high budget deficits (This study started debate on the efficacy of cutting budget deficit in the US to strengthen the dollar). A few more studies arrived at a similar conclusion using empirical analysis (Alse and Bahmani-Oskooee, 1992; Bahmani-Oskooee and Payesteh, 1993) . A similar phenomenon has been found in Canada by Wijnbergen (1987) where "budget deficits contributed to appreciation of the Canadian dollar".
Gulcan and Bilman (2005) Beck (1993) tests the significance of budget deficit and government spending changes on exchange rates in five industrialized countries: U.S., Germany, Japan, U.K., and Canada and finds that there exists a negative relationship between budget deficit and exchange rates in all the cases except Japan.
Not many studies have explored the impact of budget deficits on the value of the domestic currency, though there is some literature on relationship between current account deficit and government deficit (e.g. Abell, 1990) . It has been largely held that the short run impact of budget deficits on exchange rates has led to the uncertainty in the nature of the relationship between the two variables. Krugman (1995) and Sachs (1985) argued that lower budget deficit lowers the value of the dollar. There is a lot of literature that contributed too many economists holding this opinion, mostly in the case of the US (Mundell, 1963; Fleming, 1962; Dornbusch 1976) . Other economists including Evans (1986) argue that lower deficit might actually appreciate the dollar in the short run. Cantor and Driskill (1995) suggest that the possibility of both short run and long run appreciation of a currency to fiscal contraction hinges on domestic country being a large debtor.
In an important paper, Feldstein (1986) Evans (1986) has found no evidence of the presence of any relationship between budget deficit and value of domestic currency and suggests that budget deficits are a sign of weakness in the economy (and quite possibly a signal of future inflation). Another paper by Evans (1987) proposes that high budget deficits do not necessarily lead to a strong currency. He argues that if the budget deficit affects aggregate demand, it might result in higher price levels and in turn lead to domestic currency losing its value. Beck (1993) tests the significance of budget deficit and government spending changes on exchange rates in five industrialized countries: U.S., Germany, Japan, U.K., and Canada and finds that there exists a negative relationship between budget deficit and exchange rates in all the cases except Japan.
Budget deficit and real GDP growth rate: Most early theoretical studies on this subject employ models with-out capital accumulation and derive conditions under which government deficits are sustainable (Domer (1944) , Turnovsky (1977) and Christ (1979) ).
In these models, the interaction between budget deficits and economic growth cannot be analyzed, and thus several authors reexamine this issue with explicit consideration of capital accumulation and transitional processes. T h e model developed by Weil (1989) show that, if the growth rate of an economy is high, the subjective discount rate is low and the size of the public sector is modest, then there exist economically meaningful steady-growth equilibrium with deficits, which can be financed by rolling over public debts forever.
Stanley Fisher (1993) , in his paper presented international cross-sectional regression evidence that supports the view that growth is negatively associated with inflation, and positively associated with good fiscal performance and undistorted foreign exchange to ascertain the impact of BD on the GDP, and explored a negative impact of budget deficit on the economic growth. Some policies are suggested for the government to avoid certain levels of the budget deficit to achieve desired level of growth.
According to Al-Khedar (1996) interest rates increases in short run due to budget deficit, but in long run there is not impact explored. He studied taking VAR model by selecting data of G-7 countries for the period 1964-1993. He also explored that the deficit negatively affects the trade balance. However the budget deficit has a positive and significant impact on the economic growth of the country. Barro (1979) 
Budget deficit and debts:
The national debt is the total amount of money payable by the government for goods and services brought but never paid for. Interestingly, deficit spending tends to increase both real GDP and the price level.
As with the budget deficit, there are a number of different views with regards to national debt. Some believes, national debt will significantly damage on economic growth, while others minimize the possible effects of the national debt.
The most important effects of a national debt are on the supply side of the economy. That is, because a large national debt increases the interest rate, investment falls as the national debt increases. As results, future generations are burdened by low productivity as a result of decreased investment created by the national debt.
On other hand, when government runs a budget deficit, meaning that it spends more than it receives, in order to fund this spending government needs to go for loans. Generally, this is done by selling government bonds. To sell bonds, government must offer an interest rate that is attractive to investors. When government increase the interest rate to fund a budget deficit the investment funds takes away from the private sector, which is called crowding out.
However, there is a force that works in opposite direction, which is called crowding in.
According to this theory, private industry must be prepared to provide good & services, where the demand created by the government. To do this private sector must invest to increase their productivity. This is an effect of government spending where actually stimulates investments.
Contentious, literature on the nexus between fiscal deficit and public debt with its outcomes. Some authors discourse that the level of public debt depends strongly on the magnitude of the fiscal deficit and the direction of causation runs from fiscal deficit to public debt (Kruger, 1987; Noll, 2004; Michael, 2011) . It has also been observed in the literature that the level of debt is preceding cause of fiscal deficit in developing countries (Klein, 1994 and Ariyo, 1993) But some authors found no strict causal relationship exists between the variable public debt and fiscal deficit (Ogunmuyiwa, 2011) . Therefore, the issue of the direction of causation between fiscal deficit and public debt is yet to be resolved in the literature. In addition, the component of debt that has causal relationship and their relative impact on fiscal deficit has also not been addressed. Moreover, domestic debt may lead to credit squeeze through higher interest rates leads to crowding out private investment and consumption (Onwioduokit, 1999) which may eventually direct to further deficit. As well, external debt may also lead to a current account deficit; appreciation of the real exchange rate, balance of payments crisis (Easterly and Schmidt-Hebbel, 1993 and 2003) may result into further fiscal deficit.
Other factors that affect to Budget deficit:
In economic literature there is a theory called demand management policies about unemployment which is mainly based on keynz theory. It states that unemployment can be effected by increasing total production demand or increasing money supply many economists believe when economy confronts high rate of unemployment and capital exploitation is low, growth in total production demand usually leads to unemployment reduction, and decrease in demand usually leads to higher unemployment. (World Economic Outlook, 1995, 74-75) Low inflation rate is an objective of economic poly like low unemployment rate.
Goharian and Nazari's survey (2002) In the axis border it shows the Kernel density approach. According to Kernel density approach, distribution of budget deficit represent the shape of positive skew (right-skewed) and Interest rate curve is very flat, or plateau-like. This distribution of Interest rate shows a shape of platykurtic distribution. 
Budget deficit and Interest rate
Where
Run a Multiple regression
When we run a multiple regression for the data selected during 1980 to 2014, the regression was as follows according to Table- The multiple regressions equation (8) 
Source: Estimates from E-Views Econometric package
In the table-2, the probability value is 0.001 and the said value is less than 0.05 (1% < 5%). variables are individually can't cause to budget deficit. Finally, consider the all selected independent variables total probability value is equal to 0.2074 and could conclude all the independent variables are jointly also can't cause to budget deficit. lag3) variables probability is greater than 0.05. So the said variables are can't cause to budget deficit. Moreover, when consider the total value of all said independent variable is 0.1100 and could be able to conclude jointly all variables can't cause to Debt. 
Null Hypothesis (Ho) = Inflation (lag1+ lag2+ lag3) can't cause Budget Deficit Alternative Hypothesis (H1) = Inflation (lag1+ lag2+ lag3) can cause Budget Deficit
The table-5 represent the budget deficit probability is 0.0486 and that value is less than to 0.05. Hence, we reject the null hypothesis and conclude budget deficit (lag1+ lag2+ lag3) can cause to Inflation. Further, the other variables such as Exchange Rate (lag1+ lag2+ lag3), Debt (lag1+ lag2+ lag3), Interest Rate (lag1+ lag2+ lag3) & Real GDP growth rate (lag1+ lag2+ lag3) variables probability value is more than 0.05 and be able to conclude the said variables can't cause to inflation individually. Moreover, the total probability values of all independent variables equal to 0.0208 and this value is less than 0.05. Hence, we can conclude the said all independent variables such as budget deficit, debts, exchange rate, interest rate and real GDP growth rate are jointly can cause to inflation. total probability value is equal to 0.1738, which is more than 5% and could be able to conclude all independent variables are jointly also can't cause to interest rate. 
Ho= Independent variables (lag1+ lag2+ lag3) can't cause Real GDP growth rate H1= Independent variables (lag1+ lag2+ lag3) can cause Real GDP growth rate
The table-7 represent the probability values of all independent variables such as budget deficit, Debt, Exchange rate, Inflation, and Interest rate are greater than 0.05 (5%). Hence, we don't reject the null hypothesis of all said variables and conclude that all the said independent variables are individually can't cause to Real GDP growth rate. Finally, when consider the total probability value of all independent variables are equal to 0.3813 and conclude that all the independent variables are jointly also can't cause to Real GDP growth rate. th International Conference on Business Management 2016
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CONCLUSION
The paper examined the nexus between Budget deficit with inflation, Interest rate, Exchange rate, debt and Real GDP growth rate in Sri Lanka by using annual time series data from 1980-2014. . For the robustness of long-run rapport ARDL bound testing technique is applied, and short-run dynamics are confined through ARDL GrangerCausality test.
Our findings suggested that there was a long-run relationship between budget deficits, debt, exchange rate, inflation, interest rate, and real GDP growth rate in Sri Lanka. Further, the Granger Causality test carried out to determine whether the variables impacts are uni or bidirection. In this study uni-direction causality was confirmed between Budget deficit and debt as well between budget deficit and inflation. Budget deficit causes to debt, and
Budget deficit causes to inflation. In addition, cluster of variables; Budget deficit, interest rate, exchange rate, debts and real GDP growth rate all were caused to inflation. Further, this study confirmed there were no any uni or bi direction causality from budget deficit to interest rate or to exchange rate or to real GDP growth rate and also didn't represent any causality from these variables to budget deficit.
Furthermore, the findings show that budget deficit has a meaningful effect on inflation, and Debts. The paper recommended that the Sri Lankan government should take actions to control inflation to maintain price stability and to minimize the debts because the government is maintaining a sizable deficit budget since 1957. This research contributes the idea that there are dimensional and dynamic factors involved between budget deficit and macroeconomic variables that require comprehensive knowledge to increase productivity, improve living standards, and ensure stability of the economic system.
